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SUBJECT: OMAN'S DEPENDENCE ON FOREIGN LOANS 
REF: (A) MUSCAT 1024, (B) MUSCAT A-55 

SUMMARY: UNLIKE OTHER GULF STATES, OMAN DOES NOT ENJOY A CASH 
SURPLUS. EVEN IF OMAN RECEIVES ALL FOREIGN LOANS AND GRANTS 
FORECAST IN 1976 BUDGET ($321 MILLION), THE OMANGOV WILL STILL 
HAVE UNCOVERED DEFICIT OF $90 MILLION. THE REAL DEFICIT MAY 
BE MUCH LARGER, AS THE GOVERNMENT SEEMS TO USE CREATIVE ACCOUNT- 
IH TECHNIQUES OF MATCHING ANTICIPATED REVENUES AGAINST CURRENT 
EXPENDITURES, AND ACTUAL CASH SHORTFALL FOR 1976 MAY BE IN 
RANGE OF $200-$300 MILLION. SHORTAGE OF FUNDS IS DELAYING 
PLANNED REVENUE-GENERATING PROJECTS, WHILE RENEWED HEAVY GOV- 
ERNMENT BORROWING IS DEPRIVING PRIVATE SECTOR OF INVESTMENT 
CAPITAL. KNOWLEDGEABLE OBSERVERS DO NOT BELIEVE MANY NEW PRIVATE 
AND PUBLIC PROJECTS CAN GET UNDERWAY UNTIL MID- 1978. END SUMMARY. 

1 . CONVERSATIONS WITH LOCAL BANKERS AND BUSINESSMEN CONFIRM 
OUR VIEW THAT OMAN GOVERNMENT IS BADLY SHORT OF FUNDS AND THAT 
GOVERNMENT FINANCES ARE SHAKIER THAN PUBLICLY ADMITTED. ACCORD 
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ING TO OFFICIAL BUDGET PUBLISHED AUGUST 15, 1976, OMANGOV IS 
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RECEIVING R.O. 46 MILLION IN GRANTS AND R.O. 64 MILLION IN 
LOANS FOR DEVELOPMENT PROJECTS, LEAVING UNCOVERED DEFICIT OF 
R.O. 31 MILLION ($90 MCEHIONJUG THESE FIGURES ARE DECEPTIVE, 

AND OMAN'S CASH NEEDS FOR THIS YEAR AND NEXT WILL PROBABLY BE 
MUCH HIGHER. FOR ONE THING, THE PUBLIC BUDGET MATCHES ACTUAL 
EXPENDITURES AGAINST ANTICIPATED LOAN AND GRANT REVENUES, SOME 
OF WHICH WON T BE RECEIVED FOR SEVERAL YEARS. ACCORDING TO 
LOCAL BANKERS, THE GOVERNMENT HAS ALREADY SPENT MOST FUNDS 
ALLOCATED TO DEFENSE AND CIVIL DEVELOPMENT; OMANGOV 
HAS BEEN FORCED TO GO FURTHER INTO DEBT WITH LOCAL COMMERCIAL 
BANKS AS WELL AS FOREIGN COUNTRIES. AS OF FIRST QUARTER 1976, 

OMANGOV SUCCESSFULLY INCREASED ITS OFFICIAL RESERVES TO ALL- 
TIME HIGH OF $287 MILLION AND COMMERCIAL FOREIGN LIABILITIES 
REMAINED STABLE; WHETHER OMAN CAN CONTINUE TO KEEP HEALTHY 
LEVEL OF FOREIGN EXCHANGE IN FACE OF MASSIVE GOVERNMENT 
BORROWING REMAINS TO BE SEEN. 

2. MOST OF R.O. 1 10 MILLION ($341 MILLION) RECEIVED BY OMANGOV 
THIS YEAR HAS COME FROM ROLLOVERS OF EXISTING LOANS AND FRESH 
MONEY FROM SAUDI ARABIA. SOME OF THESE FUNDS ARE FIRST IN 
STALLMENTS FOR FUTURE PROJECTS. AMOUNTS ARE NOT PRECISE, BUT 
WE UNDERSTAND THAT A TOTAL OF ABOUT $170 MILLION IS EXPECTED 
FROM SAUDI ARABIA OVER THE NEXT FEW YEARS FOR ECONOMIC DEVELOP- 
MENT OF DHOFAR, WHILE $80-90 MILLION FOR RAYSUT PORT CONSTUC- 
TION WILL PROBABLY COME FROM THE FRG EXPORT DEVELOPMENT BANK. 

ABU DHABI AND KUWAIT FUNDS HAVE PROMISED $60 MILLION FOR NATURAL 
GAS PIPELINE. SAUDIS MIGHT ALSO CONTRIBUTE FUNDS FOR BAC CON- 
TRACTS, WHICH WOULD BE ESPECIALLY WELCOME TYPE OF "OFF-BALANCE- 
SHEET FINANCING", SINCE WE HAVE HEARD THAT OMANIS ARE NOT IN- 
CLUDING ALL COSTS OF THE JAQUAL/RAPIER CONTRACT IN PUBLISHED 
BUDGET FIGURES. FYI: AN AMCIT ACCOUNTANT SECONDED TO DEFENSE 
MINISTRY HAS INFORMED US THAT ACTUAL DEFENSE EXPENDITURES ARE 
MUCH HIGHER THAN PUBLISHED FIGURES. END FYI. 

3. ABOUT 75 PERCENT OF LOANS AND GRANTS RECEIVED IN 1976 WILL 
BE USED FOR ONGOING PROJECTS. ALMOST NO MONEY IS LEFT FOR NEW 
PROJECTS PLANNED BY OMANGOV TO GENERATE REVENUES TO COMPENSATE 
FOR DECLINE IN PETROLEUM PRODUCTION. 

UNFORTUNATELY, MOST REVENUE-GENERATING PROJECTS PICKED BY THE 
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GOVERNMENT ARE NOT VERY ATTRACTIVE TO COMMERCIAL BANKS OR PRIVATE 
INVESTORS. FOR EXAMPLE, LIMITED DOMESTIC ORE DEPOSITS AND 
DEPRESSED WORLD MARKET PRICE OF COPPER MAKE COPPER MINING AND 
REFINING PROJECT LITTLE MORE THAN A BREAK-EVEN PROPOSITION. 

CEMENT PLANT PROJECT HAS A 10- YEAR PAYBACK, TOO LONG A TIME 
FRAME FOR COMMERCIAL BANK LENDERS. (IN CONTRAST. PROPOSED PER- 
ROLEUM TOPPING PLANT HAS A QUICK PAYBACK AND WOULD BE EMINENTLY 
"BANKABLE".) MOST OBSERVERS SEE NO MAJOR PROJECT WITH EXCEPTION 
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OF GAB PIPELINE GETTING UNDERWAY BEFORE MID- 1978. 

4. HEAVY BORROWING BY OMANGOV IS CROWDING THE PRIVATE SECTOR 
OUT OF LOCAL CAPITAL MARKET. COMMERCIAL BANKS ARE RELUCTANT TO 
GET INVOLVED IN REAL ESTATE LOANS OR GENERAL COMMERCIAL DEVELOP- 
MENT. RUWI VALLEY DEVELOPMENT SCHEME (WHICH WILL COST AT LEAST 
$500 MILLION) AND OTHER PRIVATE SECTOR PROJECTS SON'THVET 
UNDERWAY UNLESS PRIVATE FOREIGN DEVELOPERS CONTRIBUTE MOST OF 
CAPITAL. PROPOSED DEVELOPMENT BANK FOR INVESTMENT IN PRIORITY 
SECTORS HAS NOT MET WITH ENTHUSIASM. 

5. WHAT IS MOST WORRISOME IS THAT OMANGOV’S ACTUAL CASH SHORTFALL 
FOR 1976 WILL BE MUCH HIGHER THAN ESTIMATED $90 MILLION. FINANCE 
DIRECTOR MUSA RECENTLY SUGGESTED TO CITIBANK REP THAT OMANGOV 
WOULD WELCOME $350 MILLION LOAN SYNDICATION IN 1977 WITH CITI- 
BANK AS SYNDICATE MANAGER; MUSA WAS INFORMED THAT $100 MILLION 
WAS MAXIMUM FEASIBLE LOAN IN COMMERCIAL MONEY MARKETS. MAJOR 
COMMERCIAL BANKERS REGARD PUBLISHED BUDGET AS LITTLE MORE THAN 
PUBLIC RELATIONS EXERCISE AND BELIEVE ACTUAL UNCOVERED DEFICIT 
WILL BE A LEAST R.O. 100 MILLION ($290 MILLION). A BBME REP 

BELIEVES THAT THERE IS NOTICEABLE OUTFLOW OF CAPITAL FROM OMAN 
CAUSED BY HIGH-RANKING OMANIS DEPOISITNG PART OF THEIR PRIVATE 
FORTUNES IN EUROPE, IN ADDITION TO $100 MILLION ANNUAL WAGE 
AND SALARY REMITTANCES BY EXPATRIATES. 

6. COMMENT: OMANGOV SIMPLY WON'T HAVE ANY SURPLUS FUNDS THIS 
YEAR OR NEXT. CONTINUING NEED TO BORROW ON FAR LARGER SCALE 
THAN OTHER GULF STATES IS REDUCING FINANCIAL AND ECONOMIC ROLE 
THAT OMAN CAN PLAY. DESPITE SOME LAUDABLE PROGRESS IN IMPROVING 
BUDGETING PROCEDURES, OMANGOV HAS STILL NOT SORTED OUT ITS PRI 
ORITIES, AND OMANGOV FINANCES WILL CONTINUE TO BE DANGEROUSLY 
FRAGILE. 

WOLLE 
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